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The President’s Report 


Norfolk, Virginia 
March 1, 1947 


To the Stockholders of 

COLONIAL STORES INCORPORATED: 

In 1946 Your Company experienced its most suc¬ 
cessful year. It was a period marked by many im¬ 
portant events including the end of rationing and 
price controls, relief from excess profits taxes, 
and increased supplies of merchandise. These 
factors were generally favorable to this industry, 
and Colonial’s forward progress, interrupted in 
1945 by serious restrictions and shortages, was 
resumed. 

Sales and Profits: 

Sales for 1946 were $126,555,327, compared 
with $99,193,050 for 1945, an increase of 27.58%. 

Net profits for the year, after setting aside a 
reserve of $600,000 for possible future inventory 
price declines, were $1,526,393, compared with 
$660,527 in 1945. After provision for dividends on 
preferred stock, earnings for each share of com¬ 
mon stock outstanding at the year end were $2.28, 
compared with earnings of 89^ for each share of 
common stock outstanding at the close of 1945, 
adjusted to give effect to the two-for-one split 
thereof. 

Reserve for Inventory Price Declines: 

Your management has endeavored to keep 
stocks of merchandise in careful balance and at a 
minimum consistent with adequate supplies in re¬ 
lation to the heavy volume of sales, but, it is rec¬ 
ognized that any sudden decline in wholesale 
market prices may necessitate substantial mark- 


downs in the retail price of merchandise on hand 
and involve losses during the turn-over of such 
merchandise. In order to minimize the impact 
upon earnings of any abnormal fluctuations in the 
price structure, over which the management may 
have no effective control, your Directors con¬ 
sidered it prudent to appropriate the sum of 
$600,000 from profits of the year 1946, which 
sum has been set aside as a reserve for possible 
future inventory price declines. 

Taxes on Income: 

Estimated Federal and State taxes on income 
were $1,466,301, or 40.81% of profits, in 1946, 
compared with $1,289,100, or 66.12%, in 1945. 
This decline in the composite tax rate is attrib¬ 
utable to elimination of Federal excess profits 
taxes. 

Dividends: 

Regular quarterly dividends at the rate of 50^ 
per share were paid on the preferred stock, 4% 
series. Giving effect to the two-for-one split au¬ 
thorized June 17, 1946, quarterly dividends were 
paid on the common stock as follows: March 1, 
15 5 /8^; June 1, 25^; September 1, 25f; December 
1, 37 1 /2< t ; and on December 30, an extra dividend 
of 25^. If the new common stock had been out¬ 
standing during the entire year, the dividends 
paid would have aggregated $1.28 Vi on each 
share, as compared with an aggregate of 62Vit 


1 



The President’s Report 


per share in 1945, adjusted to reflect the two-for- 
one split. 

Stores in Operation: 

On December 28, 1946, four hundred and ten 
stores of all types were in operation, compared 
with four hundred and twenty-six at the end of 
1945. The number of supermarkets was increased 
by seven, making a total of one hundred and 
sixty-two in operation, and the number of small 
conventional type stores was reduced by twenty- 
three, leaving a total of two hundred and forty- 
eight. Of this latter class, twenty-eight stores were 
of the self-service type. 

Sinking Fund: 

In accordance with the terms of issuance of the 
cumulative preferred stock, 4% series, twelve 
hundred shares of preferred stock were purchased 
and retired during the year, at a cost of $61,185.96, 
leaving a balance of 58,800 shares outstanding. 

Capital Stock: 

During the year, 9,450 shares of $5.00 par 
value common stock were issued through the ex¬ 
ercise of the remaining options heretofore granted 
to certain of the executive officers. 

At a special meeting held June 17, 1946, com¬ 
mon stockholders authorized the amendment of 
the Corporation’s Certificate of Incorporation to 
provide for an increase in the number of author¬ 
ized shares of common stock to 1,000,000, and the 
exchange of each outstanding share of common 
stock of a par value of $5.00 each into two shares 
of common stock of a par value of $2.50 each. As 
a result of this action, there are now 617,888 
shares of common stock outstanding. 


Working Capital: 

At the close of 1946, working capital was 
$9,156,067, an increase of $825,908 for the year. 
Merchandise inventories were $2,932,032 higher 
than at the end of 1945, due to the marked ad¬ 
vance in wholesale prices and the continuing in¬ 
crease in sales volume. 

Surplus: 

Earned surplus increased $617,333 represent¬ 
ing the undistributed portion of 1946 profits 
transferred to surplus. The balance in earned sur¬ 
plus on December 28, 1946, was $3,387,232. 

Capital surplus at the close of 1946 was $812,- 
582, an increase of $ 132,300, which represents the 
excess of the sale price over the $5.00 par value of 
9,450 shares of common stock issued upon the ex¬ 
ercise of stock options. 

Conclusion: 

As our Company continues to develop, we are 
pleased to record another increase in the number 
of shareholders—the owners of our business—who 
live in the communities we serve. In view of this 
enlarged interest, we have this year expanded 
our Annual Report to acquaint shareholders more 
fully with our experiences in 1946 and our plans 
for the future. 

Much credit for our continued progress in 1946 
must be given to the loyalty and conscientious ap¬ 
plication to duty of the fine men and women who 
comprise our Colonial organization. 


Respectfully submitted, 
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To the Board of Directors, 

Colonial Stores Incorporated, 

Norfolk, Virginia. 

We have examined the balance sheet of Colonial 
Stores Incorporated as of December 28, 1946 and the state¬ 
ments of profit and loss and surplus for the fiscal year 
then ended, have reviewed the system of internal control and 
the accounting procedures of the company and, without making 
a detailed audit of the transactions, have examined or 
tested accounting records of the company and other support¬ 
ing evidence, by methods and to the extent we deemed 
appropriate. Our examination was made in accordance with 
generally accepted auditing standards applicable in the 
circumstances and included all procedures which we con¬ 
sidered necessary. 


In our opinion, the accompanying balance sheet and 


related statements of profit and loss and surplus present 
fairly the position of Colonial Stores Incorporated at 
December 28, 1946 and the results of its operations for the 
year, in conformity with generally accepted accounting 
principles applied on a basis consistent with that of the 
preceding year. 



Atlanta, Georgia, 

February 15, 1947 
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Statement of Profit and Loss 

For the Fiscal Years ended December 28, 1946 and December 29, 1945 



Net sales. 

Cost of goods sold, including certain occupancy and buying 
expenses. 

Selling, general and administrative expenses, exclusive of 
certain occupancy and buying expenses. 

Provision for depreciation and amortization of property, 
plant and equipment. 

Operating Profit. 

Other Income: 

Gain on disposal of capital assets, interest, dividends and 
sundry income. 

Income Deductions: 

Interest on debentures (including amortization of debt 
expenses): 

3% sinking fund debentures. 

Fifteen-year 3 5 /s% sinking fund debentures (re¬ 
deemed in 1945) . 

Premium paid on redemption of fifteen-year 3 s /s% 

sinking fund debentures and unamortized expenses . . 

Interest on Federal income tax assessments of prior years, 
deferred excess profits tax payments and miscellaneous 

Net Profit, before Provision for Taxes on Income 

Provision for Taxes on Income (Estimated): 

Federal normal income tax and surtax. 

Federal excess profits tax. 

State income taxes. 

Net Profit for Year. 

Appropriation to reserve for possible future inventory price 

declines. 

Balance transferred to Earned Surplus .... 


1946 

$126,555,327 

1945 

$99,193,050 

106,564,643 

82,894,094 

15,893,930 

13,680,573 

425,165 

122,883,738 

3,671,589 

415,550 

96,990,217 

2,202,833 

25,309 

3,696,898 

14,733 

2,217,566 

102,122 

24,708 

— 

70,257 

— 

88,890 

2,082 

84,084 

104,204 

3,592,694 

267,939 

1,949,627 

1,304,501 

161,800 

1,466,301 

2,126,393 

363,000 

846,100 

80,000 

1,289,100 

660,527 

600,000 


$ 1,526,393 

$ 660,527 


C See accompanying notes to financial statements ) 
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Balance Sheets 


rj 

December 

December 

ASSETS 

Current Assets: 

28,1946 

29,1945 

Cash in banks and on hand. 

$ 3,729,290 

$ 4,019,224 

Excess profits tax refund bonds. 

Accounts receivable: 

— 

169,205 

Customers’ accounts receivable. 

51,245 

117,738 

Claims, allowances and other trade receivables ... 
Insurance claims and miscellaneous receivables 
(including officers and employees—1946, $16,707; 

210,911 

199,806 

1945, $6,786). 

29,955 

19,315 


292,111 

336,859 

Less reserve for doubtful accounts. 

11,155 

16,067 

Inventories (Note 1): 

280,956 

320,792 

Stores and markets. 

4,853,812 

3,234,728 

Warehouses and bakeries. 

5,221,303 

3,858,478 

Merchandise in transit. 

408,873 

458,751 


10,483,988 

7,551,957 

Total Current Assets. 

Special Funds—Cash in Banks: 

14,494,234 

12,061,178 

Self-insurance fund (contra). 

Sinking fund for retirement of cumulative preferred stock, 

55,841 

41,655 

4% series. 

141 

— 

Investments: 

Cash surrender value of life insurance policies (face 

55,982 

41,655 

amount, $317,500). 

Investment in common stock of National Food Products 
Corporation (affiliated company)—at value determined 
at date of merger as of December 19, 1940 (quoted 

141,103 

135,090 

market value—1946, $58,275; 1945, $45,288) . . . 

7,992 

7,992 

Miscellaneous—at cost, less reserve $314. 

691 

691 

Property, Plant and Equipment—at Cost: 

149,786 

143,773 

Land. 

55,884 

32,734 

Buildings. 

96,124 

90,408 

Fixtures and equipment. 

4,721,226 

4,293,153 

Transportation equipment. 

807,849 

584,922 

Improvements to leased premises. 

183,585 

139,125 


5,864,668 

5,140,342 

Less reserves for depreciation and amortization .... 

3,152,819 

2,883,704 


2,711,849 

2,256,638 

Prepaid Expenses and Deferred Charges: 

95,179 


Insurance, taxes and licenses. 

84,257 

Supplies. 

352,130 

307,517 

Unamortized debt expenses. 

57,636 

62,526 

Miscellaneous. 

11,744 

12,779 


516,689 

467,079 

Goodwill and Leaseholds—at nominal amount. 

2 

2 


$17,928,542 

$14,970,325 
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As of December 28, 1946 and December 29, 1945 


December 

LIABILITIES 28 ,1946 

Current Liabilities: 

Accounts payable—trade. $ 3,426,812 

Deductions from employees’ compensation in respect of 

taxes and purchases of Government bonds .... 176,668 

Accrued liabilities: 

Salaries and wages... 167,045 

Taxes (other than taxes on income). 108,589 

Interest. 23,774 

Miscellaneous. . 20,693 

_ J320,101 

Provision for taxes on income. .L414,586 

Total Current Liabilities. 5,338,167 

ft 

3% Sinking Fund Debentures (payments due annually be¬ 
ginning October 1, 1948; balance, $1,000,000, due April 

1, 1963). 3,250,000 

Reserves: 

For self-insurance of minor risks (contra). 55,841 

For possible future inventory price declines. 600,000 


655,841 

Capital Stock and Surplus: 

Capital Stock (Note 2): 

Cumulative preferred stock of $50 par value per share: 

Authorized, 100,000 shares—issuable in series 
Outstanding—4% series —1946, 58,800 shares; 


1945, 60,000 shares. 2,940,000 

Common stock of $2.50 par value per share: 

Authorized, 1,000,000 shares 
Outstanding—617,888 shares (1945, 299,494 

shares of $5 par value). 1,544,720 

Surplus—per accompanying statement: 

Capital surplus. 812,582 

Earned surplus (Note 3). __ 3,387,232 

4,199,814 

8,684,534 


$17,928,542 


December 

29,1945 

$ 2,049,259 

174,341 

143,524 

95,151 

24,041 

702 

263,4 18 

1,2 44,000 

3,731,018 


3,250,000 

41,655 


41,655 


3,000,000 


1,497,470 

680,282 

2,769,900 

3,450,182 

7,947,652 


$14,970,325 


to financial statements) 
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Statement of Surplus 

For the Fiscal Year ended December 28, 1946 


CAPITAL SURPLUS 

Balance as of December 29, 1945 . $ 680,282 

Add premium on 9,450 shares of common stock issued upon 

exercise of options granted to certain executives .... 132,300 

Balance as of December 28, 1946 . $ 812,582 


EARNED SURPLUS 

Balance as of December 29, 1945. $2,769,900 

Add balance of profit for year, after appropriation of $600,000 

to reserve for possible future inventory price declines . . 1,526,393 

4,296,293 


Deduct: 

Cash dividends paid: 

Cumulative preferred stock, 4% series—$2.00 per share $118,489 
Common stock—$1.28 Vs per share. 789,386 


907,875 

Premium paid on 1,200 shares of cumulative preferred 

stock, 4% series, retired through sinking fund . . . . 1,186 909,061 

Balance as of December 28, 1946. $3,387,232 


NOTES TO FINANCIAL STATEMENTS 


(1) Inventories: 

Inventories of merchandise in warehouses, bakeries and re¬ 
tail markets represent physical invento-ies priced at the 
lower of cost or market, cost being determined by the first- 
in. first-out method and market by current replacement cost. 
Stores inventories have been determined on the basis of cen¬ 
trally controlled perpetual inventory records of the retail 
selling value of merchandise at each store, less a percentage 
calculated to reduce such retail value to the lower of cost or 
market. The amounts shown by the perpetual inventory con¬ 
trols are substantiated by physical inventories at retail, 
taken periodically throughout the year. Me”chandise in tran¬ 
sit is stated at cost, which is not in excess of current re¬ 
placement cost. 

(2) Capital Stock: 

(a) Holders of the cumulative preferred stock, 4% series, are 
entitled to preferences in liquidation or redemption in 
the following amounts together with, in each case, ac¬ 
crued unpaid dividends thereon: voluntary liquidation 
or redemption on or before September 1. 1950. $52.50 per 
share (aggregate $3,087,000), such price thereafter di¬ 
minishing fifty cents per share each five-year period un¬ 
til September 1, 1970 after which date the redemption 
price is $50 per share; involuntary liquidation, $50 per 
share (aggregate $2,940,000). 

(b) There shall be set aside on or before March 1 and Sep¬ 
tember 1 of each year, a sinking fund for the redemption 
of the cumulative preferred stock, 4% series, in an 
amount sufficient to redeem 1% of the maximum number 
of such shares at any time theretofore outstanding. 
Sinking fund redemptions on or before September 1. 1950 
may be effected at $51.25 per share (plus accrued divi¬ 
dends), such price thereafter diminishing twenty-five 


cents per share each five-year period until September 1. 
1970 after which date the redemption price is $50 per 
share. 

(3) Earned Surplus: 

(a) The terms of the indenture covering the 3% sinking fund 
debentures impose certain limitations upon the financial 
activities of the company, including restrictions as to 
the payment of dividends on common stock (other than 
stock dividends) or the purchase or retirement of its 
capital stock (other than from the proceeds of the sale 
of other shares of capital stock and other than pur¬ 
chases and retirements through the operation of the 
preferred stock. 4% series, sinking fund) if such action 
would impair the specified ratios of current assets to 
current liabilities, working capital or undistributed 
earnings beyond stated limits; of the earned surplus at 
December 28, 1946 an amount of $1,761,318 is thereby 
restricted. 

(b) The terms of issuance of the cumulative preferred 
stock. 4 % series, provide that so long as any such stock 
remains outstanding the company will not make any dis¬ 
tribution to holders of the common stock in excess of net 
earnings after December 30, 1944, reduced by dividends 
accrued on preferred stock, plus the sum of $850,000. 
and unless after giving effect to such transaction, the 
net current assets will be at least 75% of the sum of 
(1) the funded indebtedness, and (2) the aggregate in¬ 
voluntary liquidating value of all outstanding pre¬ 
ferred stock. 

(c) The company has filed claims under the excess profits tax 
relief provisions of the Internal Revenue Code. No esti¬ 
mate is made as to the amount of tax benefits, if any, 
which may result therefrom. 
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Facing the Future 



Strengthened by the return of hundreds of 
its young men and women who had left us to serve 
with the country's Armed Forces, 1946 was for 
Colonial a year of intensive planning for the future 
... all pointing toward the increased efficiency so 
necessary to our continued progress in an econ¬ 
omy freed of wartime regulations. 

Trade Mark: 

An interesting development of the year, in the 
form of a new trade mark of which we are ex¬ 
tremely proud, greets you from the cover of this 
Annual Report. 

The name Colonial is a popular and appro¬ 
priate name in our territory. It is widely used by 
many types of business. In fact, it was impossible 
to use Colonial on many of our private brands 
of merchandise because of prior usage by others. 
Consequently, we have long felt the need of a dis¬ 
tinguishing symbol or trade mark setting our 
Colonial Stores and our Colonial private brands 
apart from all others. 

To meet this need, one of the foremost trade 
mark and label designers in the country created 
for us the distinctive trade mark we introduce to 
you with this Report. 

Although our stores will continue to feature 
complete lines of nationally advertised and estab¬ 
lished brands, Colonial's own products and pri¬ 
vate label merchandise, so important in building 
exclusive customer trade, will receive increased 
promotional attention. As our stores development 
program progresses, and our packaging and distri¬ 
bution of private label merchandise expand, this 
insignia of Colonial Stores will soon become rep¬ 
resentative of our Company in the minds of the 
public. It will emblazon the sides of our trucks 
and trailers. It will provide the basic design of our 
store signs. It will be an integral part of all ad¬ 
vertising. Unique in its memory value and appeal, 


it becomes Colonial’s symbol of service... “Cour¬ 
tesy—Satisfaction.” 

Stores Development: 

Although it has been possible to modernize a 
number of stores, few new stores have been added 
during the period of emergency because of build¬ 
ing restrictions and scarcity of materials. Without 
expanding Colonial’s trade area, many new stores 
are needed to attain the existing potential sales 
volume of the territory already served and to en¬ 
able us to increase our operating efficiency. 

At present, the Company has new supermar¬ 
kets under construction in Norfolk, Virginia; Dur¬ 
ham, North Carolina; Charlotte, North Carolina; 
and Griffin, Georgia, in addition to the “Store of 
Tomorrow” as depicted on the inside back cover 
of this Report. This is a continuation of a develop¬ 
ment program which was initiated several years 
ago. It is the intention of your management to 
complete this program by the opening of new 
supermarkets as rapidly as building costs and 
other conditions permit. 

Properties: 

The increased volume of business has outgrown 
the capacity of two of our existing warehouses. 
Therefore, new warehouses, with modern service 
facilities, must be provided as soon as possible at 
Atlanta, Georgia and Columbia, South Carolina. 
Sites for these projects have been selected and 
plans for their construction are now being drawn. 

A location has been purchased in Charlotte, 
North Carolina upon which a modern bakery will 
be erected, fully equipped for mass production of 
standard types of bread and cake and including a 
department for custom baking of specialty breads, 
rolls and pastries. It is anticipated that this new 
bakery will be in operation by summer or early 
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Exterior view of a standard Colonial Stores supermarket . 
Located at Virginia Beach, Virginia. 


fall of 1947. A similar bakery is planned as an 
integral part of the Atlanta warehouse project. 

Notwithstanding substantial replacements of 
transportation and stores equipment during the 
year, there is considerable over-age equipment 
still in use for which no replacements are avail¬ 
able. Our maintenance costs, now at an abnor¬ 
mally high level, should decline as further re¬ 
placements are made. 

Research: 

Large self-service stores, generally known as 
supermarkets, with their low profit margin and 


vast displays of plainly priced merchandise in 
abundant variety, have caused profound changes 
in the retail distribution of food. They have cre¬ 
ated new consumer demands bringing with them 
broader opportunities for improved service, espe¬ 
cially to such companies, as Colonial, with their 
integrated systems of distribution. 

These are the subject of continuous research 
and experiment with new products and new meth¬ 
ods. Specific stores, which provide a cross section 
of consumer choice, are designated as “test stores,” 
in which new products are tried out for consumer 
acceptance. 

Experiments are being conducted with new 
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types of stores fixtures, and new handling methods 
are being investigated in an effort to bring Colo¬ 
nial customers an ever fresher supply of fruits and 
vegetables. 

The practicability of expanding retail bakery 
departments selling specialty breads, cakes and 
pastries, and servicing them from the Company’s 
central bakeries, is being explored. 

Colonial’s own specifications are being devel¬ 
oped governing the grades of meat, in order to as¬ 


sure uniform quality standards in all Colonial 
markets throughout our entire territory. 

Constant changes and improvements in the ar¬ 
rangement of stores and checking counters are 
being made to develop better and more conven¬ 
ient customer service. 

Conventional counter-type stores, serving the 
smaller communities in Colonial’s territory, are 
an important part of our stores system. As such 
communities grow, requirements for grocery store 


Interior view of new supermarket located at Virginia Beach, Virginia . 
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Facing the Future 



Cross sectional view of Company warehouse 
at Durham, North Carolina, showing mechanical selector line . 


facilities increase. The conversion of such stores 
from service to self-service has proven a satisfac¬ 
tory method of expanding sales capacity to meet 
an interim need where a supermarket is not justi¬ 
fied. Such needs are being continually studied and 
so far have resulted in the conversion of twenty- 
eight service type stores to self-service. 

As in the case of stores, continuous effort is be¬ 
ing made toward the improvement of our ware¬ 
housing, transportation and all other service facil¬ 
ities. 

Personnel: 

The year just ended has again witnessed marked 
improvement in working conditions and income 
of all members of the Colonial Family. Over the 


last few years, store hours have been reduced and 
new work schedules established which provide 
each store employee with the equivalent of a five 
day work week. The work week for office, ware¬ 
house, bakery and other employees has also been 
reduced. This curtailment of working hours was 
effected generally without decreasing employees’ 
take home pay, and without any apparent sacri¬ 
fice of customer convenience or impairment of 
service. 

These improvements in working conditions en¬ 
able us to become more selective in choosing new 
personnel and the calibre of the men and women 
joining our Colonial organization is markedly on 
the upgrade. 

To reestablish in our stores the high standard 
of service we have pledged, we have reinstituted 
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training schools encompassing a broader field 
than those in existence prior to the war. Such 
training courses include refresher instruction for 
seasoned personnel and complete instruction for 
inexperienced personnel of high and promising 
calibre. Results have been gratifying. 

Public Relations: 

Your Company will continue to intensify its 
policy of maintaining cordial public relations. We 
diligently try to meet promptly and adequately 
all of our obligations to the communities in which 
we operate. We have found many ways in which 
Colonial and its employees can serve as good 
citizens. 

One of the most important phases of our pub¬ 
lic relations is our mutually beneficial relation¬ 
ship with the farmers in our territory. Many areas 
in the States we serve are devoted to large scale 
truck gardening. The farmers are not only our 
customers, they are our chief sources of supply for 
many types of seasonal produce. Over a period of 
years we have devised a system of cooperative 
grading which has benefited the Company by as¬ 
suring us of the finest grades of produce and 


which has benefited the farmer by assuring him 
of a ready market for his product at fair and prof¬ 
itable prices. In times of agricultural surpluses, 
the farmers of Colonial's territory know that they 
may call upon us for cooperation, and through in¬ 
creased sales promotional efforts, your Company 
does all in its power to move these surpluses to 
consumers and spare the farmers serious losses. 

Conclusion: 

The war years served to re-emphasize the vast 
industrial possibilities of the Southeast, provid¬ 
ing, as the area does, large natural resources, ade¬ 
quate power, good labor and moderate climate. 
Many of the large national manufacturers and 
distributors, recognizing the desirability of decen¬ 
tralizing their operations, are availing themselves 
of these advantages. 

Sustained industrial growth is a certainty and 
to the extent that it serves to increase individual 
purchasing power and add to the total rolls of 
employment, so will Colonial’s potentials be in¬ 
creased. 

We believe that Colonial may face the future 
with confidence. 
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Colonial’s Store of Tomorrow 




/Architect's drawing of the new Colonial Stores supermarket now under 
construction on Monticello Avenue in the city of Norfolk, Virginia. 

The building will have indirect lighting and the air-conditioning will be 
an innovation for supermarkets in the southeast. 

Fronting approximately 100 feet on Monticello Avenue, the building 
will have a depth of 180 feet, extending an entire city block. 

The rear section of the building will be two stories and will house a mod¬ 
ern new bakery and delicatessen kitchen for the preparation of fancy bakery 
products and ready-to-serve foods. 

A unique feature, believed to be the first of its kind for a chain food 
store, will be "deck" parking on the roof, to be reached by a ramp 25 feet wide. 












